






























































































































































































































































































































































































































































Hiring more FTEs (per 1000 unit months) significantly

raises PHA costs by about $2.00 or $3.00 PUM.

An increase from O to 1.00 in the proportion of units
that represent a net intake significantly increases
PHA expenses by about $8.00 PUM. This means that for
* the typical (mean) PHA with 254 units under lease,
adding one net intake raises PHA costs by about 3¢
PUM.

As FMRs incréase, so do the total PUM expenses in a
PHA, even when other variables are held constant.
Overall, a $1.00 increase in the FMR is associated

with about a 10¢ PUM increase in PHA expenses.

As the CETA wage index for all service workers in a
PHA area increases, PHA expenses do also. Holding
other variables constant, a 1% increase over the
national average CETA wage brings about a 20¢ PUM
increase in PHA expenses.
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IV. ANALYSIS OF FEE STRUCTURE

This chapter presents an analysis of the relationship between
the costs reported by PHAs for administering the Section 8 -
Existing Housing Program and the fee earued for preliminary and
administrative expenses. Intake and maintenance cost estimates
from this study are compared with the current formula fee pro-
visions and with estimates of previous studies: The degree of
coverage provided by the current fee structure and the degree of
equity achieved across PHAs are examined. The implications for
alternative fee structures are discussed.

1.0 ANALYSIS OF PROVISION FOR OPERATING RESERVE

The previous chapter examined the costs reported by PHAs and
the characteriétics of the PHA or its program that affected the
cost of program administration. The determinants of the cost of
program administration are important in explaining differences in
cost experiences among PHAs. The significance of these differ-
ences in creating inequities in the reimbursement received by
PHAs can be determined only by examining the relationship between
costs and the administrative fees. The measure of that equity is
the amount that PHAs transfer into or out of the operating
reserve after determining their earned fee.

This amount is dependent in part upon the total fees that
PHAs receive. One source of compensation to the PHAs for serv-
ices performed is the preliminary fee. In general, the prelim-
inary fee provides up to a maximum of $275 for each new unit
added to the PHA program. (As indicated previously, 5% in the
study sample reported receiving more, U48% received $275, and 479%
received less). The other source is the administrative fee.
This fee generates 8.5% of the two-bedroom FMR for each unit-
month under lease in the PHA program. The sum of these fees is
the amount that the PHA has available to meet operating ex-
penses. Any surplus in fees over costs goes to operating
reserves, which are then available to meet future shortfalls in
the earned fee or other housing program needs.
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Virtually all PHAs in the sample reported surpluses and
operating reserves. It is important to note that virtually the
entire sample included PHAs with preliminary fees; this has
implications for the ability of the present formula to provide
adequate compensation when programs have stabilized and new units

are no longer being added.

1.1 Operating Reserves and PHA Characteristics

Table 1 shows that the typical PHA receives from the ongoing
formula about $3.74 PUM more than it reports spending. This is
the contribution made by an average PHA to its operating
reserve. Table 1 also shows that this contribution does not vary
with respect to size. Table 2 shows that it is not significantly

dependent on PHA location.

Despite the uniformity of this PUM "surplus" among PHAs in
different locations and different size categories, Table 3 shows
that this surplus is not necessarily random. First of all, PHAs.
with high reimbursement for preliminary.expenses--whether
measured on a PUM basis or as a percentage of total expenses --
make greater contributions to their operating reserve. By

“contrast, PHAs with high PUM administrative expenses have smaller
PUM surpluses.* This relationship substantiates descriptions by
several PHA administrators that the early years of a program
provide a "nest-egg" that can be spent in subsequent years for
administering a fixed number of units. Overall, because ongoing
and preliminary expenses offset one another as the dominant
source of fees (and costs), the presence of a surplus is not

# The magnitude of this correlation is partly an artifact
reflecting the presence of ongoing administrative expenses in
both variables of the correlation.
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'significantly correlated with total PUM expenses.* In other
words, if a PHA reports that it is meeting its costs largely
through the preliminary expenses, then it is probably in a start-
up situation and has a relatively small number of unit months
under lease to generate administrative fees. PHAs reporting low
preliminary expenses per unit are probably deriving most of their
income from a large number of leased-up units.

1.2 Operating Reserve and Program Characteristics

Just as the PUM contribution of the PHA to its operating
reserve 1s positively correlated with preliminary expenses, so
also is it positively related to some of the factors relating to
intake activities that may contribute to high preliminary
expenses. According to Table 3, the PUM surplus is significantly
and positivel& related to the turnover rate, the rate of the
number of FTES, the net intake rate, and the total intake rate.

Overall, these results suggest that the surplus is fairly
equitably distributed across different PHAs. Even though small
PHAs have higher total expenses than large PHAs, most of this
extra cost is attributable to start-up activities and the
relatively large amount of preliminary expenses they receive. As
PHA size increases, the ongoing fee becomes greater. (See Table
9 in Section III.) However, FMRs, which partly determine the
size of the administrative fee, are also higher in larger PHAs.
(See Table 8 in Section III). Small PHAsS are incurring
relatively more intakes that warrant relatively higher prelim-
inary fee income. Large PHAs have higher FMRs that warrant
higher ongoing fee income. As a result, the inequities of the
preliminary fee are counteracted by offsetting inequities in the
ongoing fee; the net result is that on the average the PHAs in

* Where ongoing expenses PUM are high, preliminary expenses PUM
are low. Their correlation is -.27.
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each size category were compensated in a reasonably equitable

manner during the period under study.

This conclusion is valid for the period of the study (data
drawn almost equally from Fiscal Years 1978 and 1979), but it
should be recognized that the small PHAs were primarily in a
program expansion phase during this time. When their programs
reach a stable level, they will be dependent almost exclusively
on the administrative fee. Since the FMRs in small PHAs are not
likely to match those received in general by large PHAs, it is
likely that their provision for reserves will be considerably
less than that of the larger agencies. Overall, the analysis
indicates that the current formula has performed relatively well
during the early years of the Sectign 8 program and has provided
adequate compensation to PHAs for program administration

services.

Some additional correlational evidence supports the
contention that, at least during the time of the sample survey,
the current two-part formula treats most PHAs equitably. The
two-part formula means that PHAs with relatively high FMRs
receive higher ongoing administrative fees on a PUM basis; the
correlation between these two variables is .33. Moreover, PHAs
that receive higher ongoing fees also have a larger "surplus“;

the actual correlation is .45.

The second part of the formula is the preliminary fee. It
nas already been shown that the PUM preliminary fee increases as
PHA size decreases. This occurs because during the period
studied smaller PHAs were most likely to be in starting up.
Similarly, smaller PHAs have more intakes, on both a total and
net basis. PHAs with relatively high net intakes tend to have
high PUM preliminary fees; the correlation is .36. Just as high
ongoing fees are associated with a larger surplus, so also are
1igh preiiminary ices assolia

correlation is .30.
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Table 1: PHA Contribution to Operating Reserve,
by PHA Size

Size

0-49 50-99  100-299  300-499 500-999 >1,000 Total Sig.

Admin. fee

received minus

ongoing fees $3.60 $3.76 $3.88 - $3.80 $3.50 $3.66 $3.74 .99
reported (PUM) (N=71)  (N=69) (N=T4) (N=25) (N=16) (N=12)  (N=266)

Table 2: PHA Contribution to Operating Reserve,
by PHA Location

Location
Metro Regional State Nonmetro Sig.
Admin. fee
received minus
ongoing fees $3.57 $3.22 $4.99 $3.98 .66
reported (PUM) (N=103) (N=14) (N=6) (N=136)
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Table 3: Correlation between PHA Contribution to
: Operating Reserve and Selected PHA
Characteristics and Costs (Pearson

Correlations)
Admin. fee
required minus
ongoing fees
reported (PUM)
correlated with: r N , Sig.
Prelim. expenses PUM .31 266 .001
Ongoing admin. expenses -.83 266 .001
PUM
Prelim. expenses as .53 266 .001
percent of total
Total expenses PUM .05 266 .23
Turnover rate .34 186 .001
Yield rate | -.02 192 .37
FTEs per 1000 unit mos. 12 188 046
Net intake rate .10 193 073
Total intake rate A7 192 .009
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In addition, these two sources of administrative fees are not
highly related; the correlation between the ongoing fee PUM and
the preliminary fee PUM is .10, which is not significantly
different from zero at the .05 level. Few PHAS receive large

sums, on a PUM basis, from both sources simultaneously.

The explanation for the offsetting contributions of the two-
part formula is important, because it suggests that small PHAs,
when they stop growing, may find themselves financially squeezed
by the current formula. Specifically, the apparent reason for
the offset is that PHAs with high FMRs are large and, according
to several indicators, have proportionately fewer intakes.* Even
though these PHAs are not just starting up they happen to be
located in areas where FMRs are relatively high. As a result,
their relative dependence on the ongoing fee does not put them
into a financial bind. By contrast, when smaller PHAS can no
longer add new units, they too will become relatively dependent
on the ongoing fee; but, because they are located in areas where
FMRs are low, their ongoing fee will be smaller than the fee
received by larger PHAs. They will thus be unable to contribute
to their operating reserve.

Although there is have no direct evidence to support this
conclusion, it is a reasonable inference from the study of the
subpopulation of 153 PHAsS that receive 40% or less of their total
fees from the preliminary fee. 1In this subgroup, the very
smallest PHAs (0-49 units) actually lose $.26 PUM from their
operating reserve. The next two size groups (50-99 units and
100-299 units) add $1.52 PUM; the following two size groups (300-
499 units and 500-999 units) add $2.65 PUM and $2.32 PUM,

*The correlation between FMR and size is .18; it is significant
at the .01 level. The correlation between FMR and the intake
inspection rate is -.28; between FMR and the turnover rate is
-.16; between FMR and the total intake rate is -.12. All are
significant at the .05 level.
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respectively. The largest PHAs (1000 units and over) add $5.19
PUM to their operating reserve. Thus, among PHAs that receive
less than half of their revenues from the preliminary fee, there
is a significant relation between PHA size and tge PHA's ability
to augment its operating reserve. Large PHAs that are relatively
less dependent on the preliminary fee face substantially less
fiscal duress than small PHAs which receive proportionately
smaller preliminary fees. As indicated, small PHAs are located
in areas with low FMRs. When these PHAsS can no longer add new
units, the ongoing administrative formula appears to treat them

less generously than it treats the larger PHAs.

Such an inequality might be justifiable if there were sub-
stantial and consistent evidence that it is cheaper to operate
small PHAs than large ones. However, the evidence from the

analysis in Section 5 of Chapter III of the determinants of PHA

costs does not support this conjecture. It reveals instead that,
even when other variables are held constant, the very smallest

PHAS tend to have higher costs than other PHAs.
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1.3 Summary: Analysis of Provision for Operating Reserve

The typical PHA receives from the ongoing formula,
about $3.74 PUM more than they report spending. The
amount is similar for all PHAs ir:espective of
program size or area served.

. PHAs with high preliminary expenses PUM (and the
associated high intake activities) make greater
contributions to their operating reserve. A "nest-
egg" is apparently built up in the early years of a

program to be spent later when the program
stabilizes.

. Since the older PHAs under study were also larger
(and had fewer intakes), their higher associated FMRs
and thus higher ongoing fees offset their lower
preliminary fees (and lower preliminary expenses).
Small PHAs in the start-up mode had higher intakes
and thus higher preliminary fees to offset lower
ongoing fees for their relatively fewer units under
lease. ' The current formula has therefore performed
well to date. As the smaller PHAs -- with lower FMRs
~-- reach a stable level, however, their dependence on
ongoing fees may result in program budget deficits.

2.0 INTAKE AND MAINTENANCE COST ESTIMATES

Under the existing fee structure PHAs are compensated
separately only for those costs incurred in processing applicants
for intake into additional units allocated by HUD. The cost of
processing of a new program recipient to replace a tenant that
leaves the program must be met out of the administrative fee
rather than the preliminary expense fee under the current
compensation system. The research shows that intake activities
(resulting from both the addition of more units or turnover) are
the most time-consuming and costly function carried out by the
PHAs. The findings on the effects of turnover and on the effort
required for intake activities provide considerable evidence for
the need to include these determinants of cost in the formula
structure. To determine what might be an appropriate approach to
compensating PHAs in a way that reflected the cost of intake
activities, separate estimates were developed for the costs of
intake and program maintenance activities.
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The estimates of intake and maintenance costs are approxi-
mations, at best. They are based in large part on questionnaire
responses to the percentage of staff time spent on various acti-
vities, which are classified as intake, maintenance or mixed
activities. (Table 4 shows in detail the computational steps
followed.) The proportion of staff time spent on these
activities was multiplied by total expenses PUM (preliminary plus
ongoing) to derive an estimate of intake, maintenance and mixed
costs PUM. Maintenance costs per year and costs per intake also

were estimated.

All of these calculations share certain limitations. First
of all, the percentage of time figures are respondent's
estimates, reported only to the nearest 54. Second, allotting
total expenses to intake, maintenance and mixed activities
ignores PHA contributions to operating reserves, PHA expenses for
indirect costs, capital expenditures, and so on. Third, the
percent of staff time spent on an activity is not necessarily
equivalent to the percent of costs that the activity actually
requires.. Some activities use little time but incur high costs;
others may use substantial time but have low costs. Nonetheless,
given the labor intensive nature of PHA activities, it is not
entirely unreasonable to assume that percent of costs roughly

corresponds to percent of time.

Another limitation is that respondents were not asked to
estimate the percent of time they spent on intake as opposed to
annual inspections. 1Instead, the predominance of intake to total
inspections was estimated by weighting the proportion of time
spent on all inspections according to the relative frequency of
new (intake) to total units in the PHA. This assumes that each

unit (new and old) received one inspection.

There are two sets of cost estimates, one based on total
and one based on new intakes. All measures of intake

intale

N

units are calculated for total and new intakes. The number of
maintenance units must be adjusted accordingly. For example, the
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Table 4:

Number of
intakes

Number of
maintenance units

Intakes as
proportion of
all units

Proportion of staff
time on intake
inspections

Proportion of staff
time on maintenance
inspections

Calculations

based on total intakes

Number of recipients
+ number moving

from one Section 8
unit to another =

# total intakes
(Mean = 143)

(N = 301)

Number of units minus number
of total intakes = number

of total maintenance units
(Mean = 110) :

(N = 141)

Number of total intakes/
(number of total intakes
Plus number of total
maintenance units) =
proportion total intakes
(Mean = .50)

(N = 141)

Proportion total intakes
times proportion of staff
time spent on inspections =
proportion of staff time
spent on total intake
inspections

(Mean = .07)

(N = 108)

(1 - proportion total intakes)
times proportion of staff time

spent on inspections =

proportion of staff time spent

on maintenance (less total
intake) inspections

(Mean = .08)

(N = 108)
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Calculations

nased on new intakes

Number of recipients
(Mean = 127)
(N = 308)

Number of units minus number
recipients = number of new
maintenance units-

(Mean = 125)

(N = 157)

Number of recipients/

(number of recipients plus
number of new maintenance units)
= proportion new intakes

(Mean = .47)

(N = 157)

Proportion new intakes times
propertion of staff time spent
on inspections = proportion of
staff time spent on new

intake inspections

(Mean = .07)

(N = 120)

(1 - proportion new intakes)

times proportion of staff time
spent on inspections = proportion
of staff time spent on maintenance
(less new intake) inspections
(Mean = .08)

(N = 120)



Table 4: Calculations for Estimates of Intake and Maintenance Costs (Continued)

Proportion of staff
time spent on intake
activities

Proportion of staff
time spent on
maintenance activities

Proportion of staff
time spent on mixed
activities

Intake cost PUM

Maintenance cost PUM

Mixed cost PUM

Calculations

Based on total intakes

Proportion of staff time

spent on landlord outreach,
tenant outreach, eligibility,
determination, initial
contract/lease negotiation and
total intake inspections =
proportion of staff time spent
on total intake activities
(Mean = .58)

(N = 108)

Proportion of staff time

spent on maintenance (less
total intake) inspections,
recertification/contract
renewal, and general services =
propertion of staff time spent
on maintenance (less total
intake) activities

(Mean = .36)

(N = 108)

Proportion of staff time-
other

(Mean = .04)

(N = 253)

Proportion of staff time
spent on total intake
activities times total
total expenses PUM

(Mean = $14.74)

(N = 107)

Proportion of staff time
spent on maintenance

(less total intake) activites
times total expenses PUM
Mean = $8.77)

(N = 107)

Proportion of staff time
spent on mixed activities
times total expenses PUM
(Mean = $1.38)

¥ = 162}

Calculations

Based on new intakes

Proportion of staff time

spent on landlord outreach,
tenant outreach, eligibility,
determination, initial contract/
lease negotiation and new intake
inspections = proportion of
staff time spent on new

intake activities

(Mean = .58)

(N = 120)

Proportion of staff

time spent on maintenance

(less new intake) inspecticns,
recertification/contract
renewal, and general services =
proportion of staff time spent
on maintenance (less new intake)
activities

(Mean = .37)

(N = 120)

Proportion of staff time-
other
(Mean = .0U4)
(N = 253)

Proportion of staff time

spent on new intake activities
times total expenses PUM

(Mean = $15.55)

(N = 120)

Proportion of staff time
spent on maintenance

(less new intake) activities
times total expenses PUM
(Mean = ($9.12)

(N = 120)

Proportion of staff time
spent on mixed activities
times total expenses PUM
(Mean = $1.38)

(N = 162)
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Table 4:

Cost per intake

Maintenance cost
per total unit

Calculations

based on total intakes

Proportion of staff time
spent on total intake
activities times total
expenses/number of total
intakes

(Mean = $424.72)

(N = 107)

Proportion of staff time
spent on maintenance
(less total intake)
activities times total
expenses/total number

of units under lease
(Mean = $91.59)

(N - 107)
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" Calculations

based on new intakes

Proportion of staff time

spent on new intake activities
times total expenses/number
of new intakes

(Mean = $533.15)

(N = 120) ;

Proportion of staff time
spent on maintenance
(less new intake)
activities times total
expenses/total number
of units under lease
(Mean = $94.18)

(N = 120)



less than the estimates of $U425 per total intake, though greater
than the estimate of $92 for maintenance. Because of the
differences in the way the costs are calculated for the two
programs, it is not appropriate to conclude a great deal from the

differences.

Although the intake cost estimates exceed those reported in
the Supply Experiment, they are roughly comparable to the
estimates reported in the Administrative Agency Experiment (AAE).
In the AAE, intake processes were similar to those that occur in
the Section 8 - Existing Housing program. Spécifically, intake
activities included tenant outreach, the certification and selec-
tion of recipients from applicants, and the inspection of units.

Based on the first two ye=fs of the experiment, costs ranging
from $253 - $305 per recipient were reported for intake costs.%*
These figures reflect 1974 dollars. Inflating these estimates to
1978 dollars with the CPI index of costs for all services yields

new estimates of between $353- $425 per recipient for intake.
These figures are not too dissimilar from the estimates of $425

per total intake. The AAE cost estimates are, however, lower
than the estimates based on new intakes. (See Table 5). 1In all
cases the maintenance cost estimates for thls study are lowest,
but as pointed out these costs might not be strictly comparable
because of differences in the functions performed in the two
programs. Differences in turnover between programs also will
affects the substitutability of these measures.

In sum, the data in Table 5 suggest that, depending on how
costs are estimated, an intake may cost anywhere from $425 to

#The estimates depend on the estimating procedure useaq. Tne AAL
estimates include direct as well as indirect costs.

Iv-12



Table 5:

Section 8 - Existing
costs (based on total
intakes and maintenance
units adjusted for total
intakes)

Comparison of Intake and Maintenance
Costs - Section 8-Existing,
HASE and AAE: 1978 Estimates

Section 8 - Existing costs
(based on new intakes and
maintenance units adjusted

for new intakes)
HASE estimates

AAE estimates

Intake Costs Maintenance
per intake costs per unit
$u425 $92
$533 $94
$291 $155
$353-$425 . $285-299
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$533, while annual maintenance costs are about $93 per unit.
These figures are higher than the HASE cost estimates for
intakes, but the low estimates in this study are comparable to

the highest of those reported in the AAE.

3.0 IMPLICATIONS FOR ALTERNATIVE FEE STRUCTURES

The findings of the study have several implications for
conversion to an alternative to the current fee structure for
compensating PHAs for administering the Section 8 program. The
need to consider alternative approaches does not arise from any
major deficiency of the current’fee structure for insuring the
adequacy and equitability of compensation provided to PHAs to
date. 1In fact, the formula has performed remarkably well in both
encouraging expansion of the Section 8 program, and providing
adequate compensation for on-going administration of the
program. The performance of the formula to date is also evidence
of the suitability of this approach, rather than of a method of

reimbursement based upon actual expenses.

Although the study findings jndicated that the current fee
structure has performed well during the intitial years of the
Section 8 program, it is clear that its success is attributable
in large part to the positive effects that fee income for
preliminary expenses has had on the ability of PHAs not only to
cover the costs of program administration, but also to create
operating reserves. As the Section 8 programs of individual PHAs
reach maturity and the number of new additional units becomes a
very small percentage of the total number of units in the
program, agencies will become dependent almost totally on the
administrative fee income to meet their costs of administration.
Large programs will be affected less severely only because PHASs
with large progréms tend to be serving areas with relatively high

FMRs, and they also are able to achieve some economies of scale
a Aoancies with small nrograms will suffer
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disproportionately because they tend to be located in areas of

~ e s
~ Yy a2 T
of thelr gper

IvV-13



low FMRs, they are not able to take advantage of scale economies,
and they have not amassed large operating reserves that could be
used to meet a shortfall in funding.

The study findings show that intake activity accounts for the
major portion of staff time requirements and costs in the
administration of the program. The efforts associated with
replacing a tenant who leaves the program appears to be very
similar to those associated with processing a participant for
assignment to a new unit added to the program. The current fee
structure does not provide compensation for the cost of these
turnover intakes, yet the cost incurred by PHAs experiencing high

turnover can result in costs exceeding the compensation provided
by HUD.

The study findings also support the commonly held opinion
that the preliminary expense component of the current fee
structure has encouraged expansion of the Section 8 Existing

Housing program, if the ability to accumulate operating reserves’
is taken as the measure of the incentive provided.

In view of the generally positive performance and effects of
the existing fee structure, the suitability of an alternative
should be evaluated in terms of its ability to meet the following
criteria: |

Simple to administer
Provide adequate incentives for'program expansion
Provide adequate and equitable compensation among all PHAs

The number of alternative fee structures that can be
identified that are consistent with the study findings and also

meet the criteria for improving upon the existing structure are
few.
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Based on the findings of the administrative cost research and
on general experience gained in the program through the research,

the following principles are suggested in revising the fee

system.

The system should generally continue to use a formula type
approach rather than going to a budget or cost-reimburse-
ment system. This will minimize the difficulty of HUD
area offices administering the fees and will enhance the
equity of the system.

The system should continue to use PHA workload factors as
the basis of fee. Unit-months leased and number of
intakes are reasonable workload measures. However, the
current system gives preliminary expense reimbursements on
the basis only of new increments of units allocated by
HUD, and does not directly reimburse PHAs for the intake
expense due to replacing households which have moved out
of the program. Intake of families that replace families
moving from the program is indistinguishable from intake
or families moving into newly allocated units. Thus, it
is suggested that PHAs should be reimbursed for all new
intakes in the program, whether due to filling new units
or replacing households in previously allocated units. In
order to avoid artificially high intake fees new intakes
would not include counting families whose certificates
have temporarily lapsed for six months or less. The
formula would continue to use a maintenance fee to
reimburse PHAs for the cost of ongoing operations such as
HAP payments, recertification, annual unit reinspection
and administrative overhead. The maintenance fee would be
based on number of unit months leased.

Revision of the system along the lines described offers the

following advantages:

PHAs would be compensated more accurately for the high
cost of performing intake functions

As the number of intakes rose under high turnovers and
high allocations from HUD, or as they fell under low
allocations and lower turnover rates, PHAsS' workloads

would rise or fall and their fees would correspondingly be

increased or reduced.

The amount per turnover would be a fixed dollar amount
(e.g., $200 in FY 1979), and the current high variance in
PUM fees between high-FMR and low-FMR areas would be
reduced. This would give more support to rural and small
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